LEGISLATIVE SERVICESAGENCY

OFFICE OF FISCAL AND MANAGEMENT ANALYSIS
200 W. Washington, Suite 301
Indianapalis, IN 46204
(317) 233-0696
http://www.in.gov/legidative

FISCAL IMPACT STATEMENT

LS 7888 NOTE PREPARED: Jan 17, 2003
BILL NUMBER: SB 525 BILL AMENDED:

SUBJECT: Economic Development in Closed Military Bases.

FIRST AUTHOR: Sen. Weatherwax BILL STATUS: AsIntroduced
FIRST SPONSOR:
FUNDSAFFECTED: X GENERAL IMPACT: State
X DEDICATED

FEDERAL

Summary of Legidation: The bill provides the following tax incentives to a business that locates new
operations in certain qualified areas that contain a completely or partially inactive or closed military base:
(1) A SalesTax exemption for salesof utility servicesor commodities madeto the business. (2) A Corporate
Adjusted GrossIncome (AGI) Tax rate of 5% for the year of relocation and the next succeeding four taxable
years. Thehill also providesaMilitary Base Investment Cost Credit against state tax liability for ataxpayer
who purchasesan ownership interest in or otherwiseinvestsin abusinesslocated inaqualified area. Thebill
providesthat the varioustax incentives are not avail abl e to the extent that the business substantially reduces
or ceasesitsoperations at another location in Indianain order to rel ocate them within the qualified area. The
bill increases the Enterprise Zone Loan Interest Credit from 5% to 15% of the amount of interest received
by thetaxpayer. It al so makesthe Enterprise Zone Investment Cost Credit available to ataxpayer that makes
an investment: (1) in a business that locates new operations in an Enterprise Zone; and (2) in which the
taxpayer does not acquire an ownership interest in the business.

Effective Date: July 1, 2003; January 1, 2004.

Explanation of State Expenditures. The Department of State Revenue (DOR) would incur some
administrative expenses relating to the revision of tax forms, instructions, and computer programs to
incorporate the new tax incentives and tax credit changes under the bill. The DOR also would be required
to make certain eligibility determinations relating to investment tax credits claimed for debt financing to
businesses in Enterprise Zones and certain military base areas. The Indiana Department of Commerce
(IDOC) aso would incur administrative expenses relating to determining eligibility and credit amounts for
these investment credits. These expenses presumably could be absorbed given the existing budget and
resources of each agency.
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Explanation of State Revenues: Military Base Incentives: The bill establishes three new tax incentives
relating to businessesthat locate new operations or expansions after June 30, 2003 within the boundaries of:
(1) amilitary basethat is scheduled for closing or closed; (2) aMilitary Base Reuse Area; (3) an Economic
Development Area established in connection with a closed military base; and (4) aMilitary Base Recovery
Site. Accordingtothe IDOC, there are currently threeinstallationsin Indianathat are both Enterprise Zones
and Military Base Reuse Areas- Grissom AFB in Miami County, Fort Benjamin Harrisonin Marion County,
and the Indiana Army Ammunition Plant in Clark County.

The total amount that could potentially be claimed by businesses under the three tax incentives is
indeterminable. The net revenueimpact of thesetax incentives depends on extent that coll ections on taxable
activities attributable to new business locations or business expansion within the military base areasisless
than or exceedsthetax incentives claimed. It also depends on the extent that collectionsrelating to relocated
operations in the military base areas are less than or exceed the taxes that would otherwise have been
collected on these operations elsewhere in the state. However, if the business location or expansion would
have occurred in the absence of thetax incentives, the net impact would bethetotal of theincentivesclaimed
by businesses. It isimportant to note that the salestax exemption for purchases of utility serviceswould have
no fiscal impact to the extent that utilities purchased by eligible businesses are for direct consumption as a
material to be consumed inthedirect production of other tangible personal property. These purchaseswould
already be tax-exempt under current statute. The incentivesfor businesses|ocating within these areasare as
follows.

(1) The bill provides a Sales Tax exemption for utility services purchased by a business that locates all or
part of its operations in one of the above-described military base areas.

(2) The bill reduces the Adjusted Gross Income (AGI) Tax rate from 8.5% to 5% for a corporation that
locates all or part of its operations to one of the above-described military base areas. The rate reduction
applies only to income derived by the corporation from sources within Indiana during the taxable year in
which operations were |ocated or expanded in the area, and the next four succeeding taxable years.

(3) The bill establishes a non-refundable AGI Tax credit (the Military Base Investment Cost Credit) for
investment a business that locates all or part of its operations to one of the above-described military base
areas. Creditable investment would include both equity financing and debt financing. The bill allows the
Indiana Department of Commerce (IDOC) to award credits for the cost of investment and for jobs created
dueto theinvestment. The percentage creditsallowed vary depending upon thetype of investment, the type
of business, and the number of jobscreated. (The creditsare the same asthose provided under the existing
Enterprise Zone Investment Cost Credit.) The taxpayer may carry forward any unused credit amount to
subsequent taxable years. The taxpayer is not eligible to carry back any unused credit. For pass through
entities, the credit may be claimed by shareholders, partners, or membersin proportion to their distributive
income from the pass through entity.

Generally, the three new tax incentives do not apply to a business that substantially reduces or ceases
operations at another location in Indiana. (Note: This condition does not apply to equity financing under the
Military Base Investment Cost Credit.) However, the incentives apply if the Department of State Revenue
(DOR) determines that the business had existing operations in the military base area and the relocated
operationsarean expansion of those existing operations. The sal estax exemption iseffectivefor transactions
occurring after June 30, 2003. Theincometax incentivesare effective beginningintax year 2004. Contingent
on project startups, thefiscal impact could potentially begin in FY 2004 - with monthly salestax remittances
and changes in estimated quarterly income tax payments.
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Enterprise Zone Credits: The bill makes changes to two Adjusted Gross Income (AGI) Tax creditsrelating
to loans and investment to Enterprise Zone (EZ) businesses. The bill increases the EZ Loan Interest Credit
from 5% to 15% and extends the EZ Investment Cost Credit to debt financing (currently limited to equity
investment). These two changes could lead to asignificant increasein the total amounts claimed under these
two credits. The bill triples the percentage credit for qualified EZ loan interest, but also extends the
investment cost credit to debt financing. Thus, a creditor could potentially access a credit for the debt
financing to an EZ business and for the interest on that same loan. Effectively, the net revenue impact of the
tax credit changes depend on the extent that collections on taxable activities attributable to the creditable
investment or improvements within the EZs isless than or exceeds the tax credits claimed. However, if the
investment or improvementswould have occurred in the absence of theincreased tax credits, the net impact
would be the total of the additional credits claimed by taxpayers. The changes to both EZ tax credits are
effectivebeginningintax year 2004. Contingent on proj ect startups, thefiscal impact could potentially begin
in FY 2004 - with changes in estimated quarterly income tax payments.

Thetax credit changes also could potentially increase registration fee revenue to the state Enterprise Zone
Board. Businesseswith atax savings exceeding $1,000 during the year must pay the EZ Board aregistration
fee equal to 1% of the tax savings. Additional investment and employment resulting from the tax credit
changes also could potentially increase taxpayer claimsfor the EZ Employment Expense Credit and the EZ
Employee Tax Deduction to the extent that additional employees reside within the EZ.

Under current statute, the EZ Loan Interest Credit isequal to 5% of the interest ataxpayer receives on loans
to EZ businesses that are used for: (1) a purpose that is directly related to an EZ business; (2) an
improvement that i ncreases the assessed value of real property located in an EZ; or (3) rehabilitation, repair,
or improvement of aresidence. In addition, current statute limits the EZ Investment Cost Credit to equity
financing provided to EZ businesses. However, the credit for debt financing added by thisbill doesnot apply
to a business that substantially reduces or ceases operations at another location in Indiana. (Note: This
conditiondoesnot apply to equity financing.) However, the credit appliesif the Department of State Revenue
(DOR) determines that the business had existing operations in the EZ and the relocated operations are an
expansion of those existing operations.

Tax Distributions: Revenue from the AGI Tax on corporations is distributed to the state General Fund.
Eighty-six percent of the revenue from the AGI Tax on individualsis deposited in the state General Fund,
and 14% of thisrevenueisdeposited in the Property Tax Replacement Fund. Sales Tax revenueisdeposited
in the Property Tax Replacement Fund (50%), the state General Fund (49.192%), the Public Mass
Transportation Fund (0.635%), the Commuter Rail Service Fund (0.14%), and the Industrial Rail Service
Loan Fund (0.033%).

Explanation of L ocal Expenditures:

Explanation of L ocal Revenues: Thechangesto EZ tax creditscould potentially affect local optionincome
taxes in local units with EZs. The extent of this impact is indeterminable and contingent on the new
investment and employment that occurs as a result of the bill. Also, any local option income tax impact
would rely on new employeesthat are not eligible for the existing EZ Employee Tax Deduction. Also, new
devel opment resulting from the tax credit changeswould be placed on the property tax rolls. Thiscould help
spread the property tax burden and could possibly reduce some tax rates.

State AgenciesAffected: IndianaDepartment of Commerce; State Department of Revenue; EnterpriseZone
Board.
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L ocal Agencies Affected: Local units with Enterprise Zones and closed military bases.

Information Sources: Richard Rowley, Indiana Department of Commerce, (317) 232-8780.

Fiscal Analyst: Jim Landers, 317-232-9869
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